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SUBJECT: Child Care Credit/Enmployer Child Care Qualified Care Plan Contributions
Credit

SUMVARY

Under the Personal Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would renpve the sunset date of the Enployer Child Care
Contribution Credit. Under the PITL, this bill also wuld allow a credit equa
to the amount of child care expenses paid or incurred during the taxable year
not to exceed $300, for any child of the taxpayer who is under the age of 13
years.

Each of these provisions will be discussed separately.

EFFECTI VE DATE

This bill would take effect iMmediately as a tax levy. The Enployer Child Care
Contribution Credit is effective for taxable and i nconme years begi nning on or
after January 1, 1999, but the child care credit specifies it applies to taxable
years beginning on or after January 1, 2000.

1. EMPLOYER CHI LD CARE CONTRI BUTI ON CREDI T

LEG SLATI VE H STORY

SB 549 (1999/2000); AB 2798 (Stats. 1998, Ch. 323); SB 722 (Stats. 1988, Ch.
1239); AB 802 (Stats. 1989, Ch. 1352); SB 227 (Stats. 1991, Ch. 476); SB 1863
(Stats. 1992, Ch. 816); AB 2688 (1994); AB 3144 (Stats. 1994, Ch. 748); AB 642
(1997).

BACKGROUND

The two enployer child care credits were created by SB 722 (Stats. 1988, Ch.
1239) with a sunset of January 1, 1992, that |later was extended to January 1
2003. The Enployer Child Care Programcredit was for 30% of the costs of
starting a child-care programor facility. The Enployer Child Care Contribution
credit varied in anobunt based on whether contributions were to a full- or part-
time qualified care plan for dependents of enpl oyees.

Over tinme, these credits have been amended to change certain definitions, the
eligible age of the dependent of the taxpayer’s enployee, the percentage of the
costs paid or incurred that qualify for the credit, and the anmounts of the
credits.
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SPECI FI C FI NDI NGS

Exi sting state | aw all ows enployers a tax credit, known as the Enployer Child
Care Program Credit, equal to 30% of the cost paid or incurred for (1)
establishing a child care programor constructing a child care facility in
California to be used by their enpl oyees' children and (2) contributing to child
care information and referral services. Building owers also are allowed a
credit equal to 30% of their costs to establish a child care programor facility
to be used by their tenants' enployees' children. The amount of the credit is
limted to $50,000, even if 30% of the taxpayer's expenses exceeds $50, 000, but
to the extent that the allowed credit cannot be used, a credit carryover is
permtted. The carried-over amount may be added to any credit for that
succeedi ng year, which is still limted to $50, 000.

Exi sting state | aw all ows enployers a tax credit, known as the Enployer Child
Care Contribution Credit, equal to 30% of the cost paid or incurred for
contributions to a qualified care plan nade on behal f of any dependent under the
age of 12 of the taxpayer's California enployee, but only to the extent
contributions are nade directly to child care prograns or providers. The anount
of the credit cannot exceed $360 in any year for each qualified dependent, and
any unused credit may continue to be carried forward, even beyond the repeal
date, until it has been exhaust ed.

This bill would renmove the sunset date of the Enployer Child Care Contribution
Credit.

Pol i cy Consi deration

Credits generally contain a sunset date to allow periodic review by the
Legislature. This bill would nake the Enployer Child Care Contribution
credit permanent, reducing the Iikelihood of future | egislative eval uation.

| npl emrent ati on Consi der ati ons

I npl ement ati on of this provision would not inpact the departnent.

FI SCAL | MPACT

Depart nental Costs

This provision is not expected to inmpact the departnent’s costs.

Tax Revenue Esti mate

The revenue | oss for this provision of the bill is estimted as foll ows:

Ef fective Wth I ncone/ Taxabl e Years Begi nni ng
On or After January 1, 2003

(mllions)
2002- 3 [2003-4| 2004-5 | 2005- 6
Bank & Corporation Tax ($1) ($10) | ($12) ($14)
Personal | ncone Tax (mnor)| ($1) ($1) (%$2)
Tot al ($1) | ($11) | ($13) | ($16)
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Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis nmeasure.

Revenue Estimate Di scussion

Revenue | osses under the PITL and the B&CTL wi ||l depend on the nunber of
t axpayers who contribute and the anmount of contributions made to a qualified
care plan.

Prelimnary data for the 1997 taxabl e/inconme year indicate that there were

$7 mllion in applied credits (excluding prior year carryovers). It has
been previously estimated that the revenue |oss for the 2002 taxabl e/incone
year would be $15 million ($10 mllion in new credits and $5 mllion in

prior year carryovers).
2. THE CH LD CARE CREDI T

LEG SLATI VE H STORY

AB 149 (1999/2000); AB 2026 (97/98); AB 90, AB 183 (95/96); AB 26, AB 66, SB 39
(93/ 94)

SPECI FI C FI NDI GS

Existing federal |law allows a credit against tax of 20% 30% (dependi ng on the
taxpayer’s adjusted gross incone) of enploynent-related costs of care for a
qualifying individual. A qualifying individual is defined as a dependent of the
t axpayer who is under the age of 13 or a dependent or spouse who is physically or
mentally unable to care for him or herself. Enploynent-related expenses are
defined, generally, as those expenses incurred to enable gai nful enploynent.

Existing federal law linmts the qualifying anbunt of enploynent-rel ated expenses
incurred during a taxable year to $2,400, if there is one qualifying individual
or $4,800, if there are two or nore qualifying individuals with respect to the

t axpayer for that taxable year

California had a simlar credit based upon expenses for househol d and dependent
care services necessary for gainful enploynment. That credit was a percentage of
the federal credit; the percentage was based upon the taxpayer’s AG and ranged
bet ween 15% and 30% That credit provision was repealed by its own terns
Decenber 1, 1993.

Prior state law allowed a $1,000 credit to any qualified parent who filed as a
head of househol d, a surviving spouse, or married filing jointly, and clained a
dependent child who had not reached the age of 13 nmonths. The qualified parent
(or spouse in the case of a joint return) could not have earned inconme. The

$1, 000 was reduced for surviving spouses or married taxpayers if the spouse’s

i ncome exceeded certain levels. This credit was allowed in 1991, 1992, and 1993.

This bill would allow a dollar-for-dollar credit for an anount equal to the
amount paid or incurred, not to exceed $300, for child care for any child of the
t axpayer who is under the age of 13 years.

The credit would be all owed regardl ess of the enploynent status of either parent.
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This bill would allow a carryover of any portion of this credit that exceeds net
tax until the credit is exhausted. Since this bill does not specify otherw se,

the general rules in state law that apply to the division of credits anong two or
nmore taxpayers would apply. This credit would not reduce regular tax bel ow
tentative mnimmtax for purposes of alternative mninmmtax.

Pol i cy Consi deration

Thi s provision does not specify a repeal date for the credit or limt the
nunber of years for the carryover. Credits are typically enacted with a
repeal date to ensure that the Legislature reviews its effectiveness. Also,
departnment al experience indicates that credits are typically used within

ei ght years of being earned. Recent credits have been enacted with a
carryover period limtation so the departnent is not required to retain the
credit carryover on the tax formindefinitely after its repeal date.

| npl emrent ati on Consi der ati ons

This bill uses the term"child care"; however, this termis not defined in
the bill. It is unclear, for example, if "child care" includes expenses,
services and/ or paynents to related individuals.

The bill does not require the credit to be clained only with respect to the
t axpayer’s dependent children. Therefore, it appears that both divorced
parents could claimthe credit on the sane child if each has child care
expenses. Carification is needed if this is not the author’s intent.

Departnent staff is available to assist with any anmendnents to resol ve these
i ssues.

FI SCAL | MPACT

Depart nental Costs

Once the inplenentation concerns are resol ved, this provision should not
significantly inpact the departnment’s costs.

Tax Revenue Esti mate

The revenue loss for this provision of the bill under the PITL is estinmated
as follows:

Effective on or after January 1, 2000
Assunmed Enactment After June 30, 1999
(mllions)

1999-0 2000-1 2001-2 2002-3
($50) ($700) ($720) ($750)

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis nmeasure.
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Revenue Estimate Di scussion

Revenue | osses under the PITL woul d depend on the nunmber of qualifying
dependents and the anount of tax liability that is available to apply these
credits.

The above estimate is based on the departnent’s Personal |ncome Tax Mbde
simulated to reflect the provisions of this bill. The nunber of dependents
was based on the Departnent of Finance’s popul ation projections. The

popul ati on of those under age 13 is approximately 7 mllion. This equates
to 74% of total population under age 19 (this age is generally the maxi mum
for tax exenption purposes). For purposes of a revenue inpact, al

dependent exenptions (tax nodel) were increased by $300, then applied 70%
(reduced from74%to allow for sone dependents ol der than 19 or parents) to
the increase to determne the revenue |oss for dependents for this bill. Due
to the potentially broad scope of this proposal, all dependents under age 13
claimed by parents (or parent) were allowed to qualify.

Cash fl ow estimates above for this proposal do not assune that w thhol ding
tabl es woul d be changed to incorporate this age-based credit. Therefore,
estimates largely refl ect end-of-year clains.

BOARD PCSI TI ON

Pendi ng.



